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what people are writing about

BOOKS

Financial Analysis to Guide Cap
ital Expenditure Decisions (Re
search Report 43), National Asso
ciation of Accountants, New York,
1967, 193 pages, $2.50.

Despite its designation as a re
search report, this paperback vol
ume is intended to summarize ex
isting knowledge rather than to
break new ground. The result is
thoroughly up-to-date working
guide to the entire capital budget
ing and capital expenditure con
trol process.

The various aspects of capital
expenditure decision making are
among the most popular topics in
management magazines and aca
demic journals. No businessman
could be blamed for feeling that
the subject has been done to death.
Why another book about capital
budgeting?
The answer is that there has
been substantial progress in this
field in recent years—and not only
in the development of theories. As
this book, partly based on a survey
of practice in progressive corpora
tions, shows, companies are ac
tually using techniques like sensi
tivity analysis and simulation.
Here is a comprehensive report

on the state of the art. In addition
to such well worked over areas as
the various methods of evaluating
the return from proposed projects
and lease-purchase analysis, it
covers long- and short-range plan
ning, determination of the size of
the capital budget, administrative
procedures in capital budgeting,
project control, and post-comple
tion audits.
chapter on "modern” analyti
cal techniques takes up sensitivity
analysis, risk analysis, simulation,
linear programing, CPM and PERT,
and some computer program mod
available from equipment manu
facturers. Thirty-six exhibits illus
trate the application of the various

REVIEW EDITORS

In order to assure comprehensive coverage
magazine
articles
with management subjects, Management
Services has arranged with fifteen universities offering the
Ph.D. degree
accounting to have leading magazines in
the field reviewed on a continuing basis by Ph.D. candi
dates under the guidance of the educators isted, who
serve as the review board for thisofdepartment of Manage
ment Services. Unsigned reviews have been written by
members of the magazine’s staff.
Jim G. Ashburne, The University of Texas, Austin
E. J. lakely, University of Wisconsin, Madison
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unstated,
finding
appears to
techniques.Management
In most cases
the meth
the dozens
of and
books
that Vol.though
be that computer use in small
ods are described in sufficient de
seek to bring the computer down
manufacturing companies does not
tail to permit their use with little
to the level of the common man
differ greatly from that in larger
if any reference to additional
this may well be the best.
ones.
sources.
Based on an adult education
Even the financial man who has
The authors surveyed a number
course the author taught to house
kept up with this field should find
of small manufacturers in the Bos
wives, this book is pitched to the
ton area that use computers. The
this volume useful.
high school level in style and in
results of this survey, while not
the background assumed. It re
startling (i.e., the ability to per
quires no knowledge of mathe
matics beyond simple arithmetic
form operations that were previ
Incentives in Manufacturing: In
ously impractical was the most im
and no understanding of physics or
dividual and Plantwide, by R. C.
engineering.
portant benefit of the computer),
cott Vols. 1 and 2, The Eddywere well worth reporting. Par
It is difficult to explain what a
Rucker-Nickels Company (4 Brat
ticularly interesting are the cost
computer is and how it operates
tle Street, Harvard Square, Cam
within these limitations, but Mr.
data and the case study applica
bridge, Mass. 02138),
and
tions.
Crowley has done it. Unlike most
1967,32 and 47 pages, respectively,
writers on this subject, he does not
The rest of the book, drawn
$1 each.
get bogged down in the details of
largely from secondary sources, fol
electronic gadgetry. He concen
lows the usual feasibility study, in
These pamphlets, basically pro
trates on the basic concepts be
stallation, service center, etc., out
motion pieces for the sort of incen
hind the computer—symbols and
line. These authors had enough
tive program the author’s firm in
their manipulation — and manages
original material for a good mag
stalls, provide a biased but inform
to make them crystal clear.
azine article; the book as a whole
ative description of group incentive
This is not really a businessman’s
treads too much familiar ground
programs.
book. The author (who directs the
to be worth the investment.
Computing Science Research Cen
Despite the subtitle, little atten
ter at Bell Telephone Laboratories)
tion is given to individual incen
is interested in the machine not
tive plans in these booklets, re
the data processing function, and
Briefly Listed
prints of a series of articles first
his discussion of applications is
published in Circuits Manufactur
Glossary of Management Tech
skimpy. Read in conjunction with a
ing magazine. The emphasis is on
more business-oriented populariza
niques by Her Majesty’s Treasury,
the costs and weaknesses of incen
Her Majesty’s Stationery Office,
tion, however, this book is a splen
tive plans for individuals, not on
London, 1967, 26 pages, $.55.
did introduction to computers.
procedures.
Profit sharing and other types of
This booklet lists some sixty of
plantwide incentives get a more
“the principal techniques, particu
thorough discussion. The author
Computers and Small Manufac
larly those in the management ac
tells how to install and maintain
turers by Alexander M. Blanton,
counting field, which are available
them, with case examples, and
Joseph Traut, and
ssociates,
aids to efficient and economical
warns against possible pitfalls. The
management.” The terms are de
Computer Research & Publications
reader who keeps in mind that the
fined, in some cases with some howAssociates (P.O. Box 48G, Lenox
author has an axe to grind—and
to-do-it information, and references
Hill Station, 217 East 70th Street,
are supplied, with the aim of in
makes the appropriate mental ad
New York, N.Y., 10021), 159 pages,
dicating “to the layman whether a
justments—will find these pamph
$17.50.
particular problem with which he
lets useful background material.
has to deal might be a suitable
survey of small manufacturers’
candidate for the application of a
experience with computers is com
particular
technique.”
bined with standard information
about electronic data processing.
Understanding Computers by
Selected References on Manage
Thomas H. Crowley, McGrawment Consultation, Association of
This volume, a book-length term
Hill Book Company, New York,
Consulting Management Engineers,
paper prepared by a group of Har
1967, 142 pages, $2.45 paperback,
Inc., New York, 1967, 23 pages, $1.
vard
Business
School
students,
is
$4.95 hard cover.
described by its authors
the
This bibliography, prepared an
“first major study of computer use
This laymans guide to the com
nually by the ACME staff, lists
in the operations of small manu
puter is a first-class job of simpli
books,
pamphlets, papers, proceed
facturing companies.” Its chief,
fication.
September-October, 1967
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ings, and theses on management Swieringa
tween the line and those staff
Thus, this article, which prob
and management consulting that
groups who administer information
ably offers no information new to
might be helpful to consultants.
feedback control loops, and (3)
the computer specialists, is really
the flow of information in the
intelligible only to them. The busi
feedback loop to higher levels
nessman who would like to know

rather than to the individual whose
what
time sharing is and what it
performance is being measured.
MAGAZINES
can do for him will find no help
here.
Computer Time-Sharing—Every
Noncompliance
man at the Console by Jeremy
Main, Fortune, August, 1967.
If these conditions are present,
specific forms of noncompliance
can be predicted: (1) simple
Do Management Control Systems
This report on the current status
Achieve Their Purpose? by Doug
failure to comply with demands
of time sharing makes it clear that
las McGregor, Management Re
for change, (2) the exercise
the technique’s real impact is yet
human ingenuity to defeat the pur
view, February, 1967.
to come.
poses of the control system, and
This article was adapted from
(3) dishonest behavior justified
Time sharing, the programing of
the unpublished writings of the late
and rationalized by the presence
a computer so that it can serve
Douglas McGregor.
number of
of threat.
many users simultaneously, is the
these writings have been collected
The mere absence of threat does
most exciting current development
into a book, “The Professional
not guarantee compliance, however;
in electronic data processing. This
Manager,” edited by Warren G.
it may simply lead to indifference
article reviews the rather limited
Bennis (McGraw-Hill Book Com
or a reduction in active noncom
progress to date and attempts to
pany,
Inc.,
New
York,
1967).
The
pliance.
Absence of perceived
forecast the future.
central
theme
of
this
article
is
that
threat
is
a necessary but insuffi
Ultimately time sharing is likely
conventional
control
systems
have
cient
requirement
for positive com
to be the basis of the much dis
a
strong
tendency
to
generate
and
pliance.
The
basic
requirement is
cussed computer utility. There are
accentuate the very behavior they
identification and commitment
problems, however. With largeseek to prevent: noncompliance.
based on a linking of the indi
scale systems there is risk that the
vidual’s own goals with those of
computer will have to spend more
The prime objective of manage
the organization. Only through
time administering its programs
ment has always been to get em
open communication, mutual trust
than actually computing. With mul
ployees to function at high levels
and support, and management
tiple users communications costs
conflict by “working it through”
of performance. In the conventional
become crucial—and the relation
control system this is accomplished
can employee commitment to goals
ship between the computer indus
and standards be achieved.
by informing individuals of how
try and the communications in
they measure up to managerial
dustry is currently in a state of
standards through a built-in feed
confusion.
‘Organic’ control
back system of extrinsic rewards
As a journalistic attempt to il
and punishments.
Dr. McGregor describes such a
luminate a complex subject, this
system as an “organic control sys
article is not up to Fortune’s usual
tem.” Emphasis is placed on in
standard. The author has not done
Threats
his basic homework thoroughly—
trinsic rewards and punishments
Control systems often fail, how
or at least has failed to share the
and on strengthening the commit
ever, according to Dr. McGregor,
results completely with the reader.
ment of members to organization
His conclusions are provocative,
because designers do not under
goals. The selection of data to be
but they are overhung by a general
stand that “noncompliance” tends
distributed evolves from the needs
air of fuzziness. The basic terms
to appear in the presence of “per
of individuals, and the information
are not clearly defined; the author
ceived threat” and that heavy re
is gathered and transmitted to them
fails to differentiate among such
liance upon external controls over
under conditions of trust and open
terms as on line, real time, and
human behavior causes these con
ness. Surveillance in the usual sense
time sharing. Although he lists a
trols to be viewed as threatening
is largely unnecessary. The author
few of the current users of time
by those affected by them. Condi
cites several examples of this type
sharing—and provides a handy
tions under which a threat is likely
of control system and reports re
tabulation of those offering the
to be perceived include the follow
sults of better performance and
service—he never attempts to de
ing: (1) pressure for compliance
compliance.
lineate the kinds of computer time
with externally imposed standards,
Dr. McGregor suggests that the
users who actually need interaction
(2) lack of trust and support be
transition to this type of control
60
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the modern
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and of
new
growthSystems,
opportunities
that Vol.
system should
be an evolutionary
world. All accountants must assume
are required to keep our country,
process. Unquestionably many ac
the responsibility of informing
and all countries of the world, mov
countants would view an organic
others about our business institu
control system with suspicion, fear
ing ahead.
tions to help them understand the
ing that it would result in a com
incredible gathering together of
plete absence of controls. Ac
Quiet revolution
varied talents and the direction of
countants, however, can no longer
their combined efforts toward a
The “quiet revolution”—business
ignore the growing volume of liter
common purpose that take place
ature on the behavioral implications
—is the most potent force in the
in the modern corporation.
of our control systems. If, in their
world today, according to the au
According to the author, it is
thor and is accomplishing remark
desire to control the deviant, they
also a great mistake to view the
are laying the foundations of devi
able things in the social
well as
modern accountant as the bright
ance, then there is need for a criti
the economic area. Our modern
and highly trained watchdog he
cal review of the purposes and ob
system of private international busi
was thirty years ago, hired to pro
jectives of management control sys
ness organizations is undertaking
tems. This article—and probably
tect stockholders’ interests and to
the exploration of all of the possi
inspire the confidence of bank and
the entire book—should be seri
bilities of the world’s economic fu
government. Today the business
ously considered by every ac
ture, individually and separately,
accountant is still a custodian, but
countant involved in management
and yet with extensive exchange of
custodian of the profit mechanism
control systems.
gained knowledge. Additionally,
Robert J. Swieringa
that guides and controls our entire
plans are continually laid to make
University of Illinois
free enterprise system. He is a strat
that future happen—happen to the
egist and a planner, studying the
ultimate benefit of mankind.
trends of profitability in all sub
Mr. Townsend concludes that
systems of the overall system des
one of the reasons for the remark
ignated as the corporate enterprise
able success of the “quiet revolu
A Career in Business Accounting
to spot signs of strength and weak
tion” is the occurrence of double
by Lynn A. Townsend, The Ac
ness. He not only reports these
benefits attending the solving of
counting Review, January, 1967.
signs but develops corrective or
business problems. The develop
exploitive measures and many times
ment of a skilled work force to
As accounting blossoms into the
assists in their implementation.
man a new industrial installation
critically important rose of the com
Keeping a company on a profitable
provides
thousands
of
people
with
plex business organization, ever
course,
filling a public need in the
the
opportunity
of
finding
new
dig
widening opportunities are arising
face
of
upward cost pressures and
nity
in
creative
and
responsible
for the competent, imaginative pro
downward
price pressures, is one
positions.
There
is
need
to
adver
fessional. Today’s sought-after ac
the
great
challenges
of our time.
tise more actively to young people
countant is business-oriented, thinks
And
the
business
accountant
has
that business is not interested solely
on an international plane, has ac
the
job
of
meeting
that
challenge.
in profits, that it feels a great social
quired interdisciplinary knowledge,
responsibility and that it does some
and refuses to “get lost.”
thing about it. Private business
Opportunities
provides youth with a more con
The multi-national character of
crete means of expressing idealism.
Mr. Townsend’s remarks gain
today’s business enterprise requires
stature from his background of
the modem business manager to
having successfully approached
respond to the political constitu
Misconceptions
ency of the stockholders. Because
business problems both as an inde
Why deleterious stereotypes of
of this broad scope of influence he
pendent consultant and as an oper
big business evils cling so tightly
needs accountants, for example,
ating manager. His opinions on the
admittedly
eludes
the
author.
Prob
who view the world as a product
informational responsibilities of
ably the prominence accorded by
of its component parts rather than
professional accountants and busi
the press to antisocial activities of
as one large whole to be exploited,
ness educators are therefore note
some businessmen, combined with
dominated, or avoided. Mr. Town
worthy. And his message is im
send believes that now as never
the miniscule reports of the desir
portant. The broad and varied op
before the requirement for team
able activities of most businessmen,
portunities afforded by modern
thinking and group development is
tends to continue and even to rein
business need to be expounded to
upon
The accountant is being
force these misconceptions. Another
the student along with business ex
called on by business to assist it in
factor is that most books written
amples of the power of group
maintaining the economic health
about business prefer to attack
dynamics. Individual fulfillment
and strength of the nation and to
rather than to praise, obscuring the
can more easily be obtained by
plan the new jobs, new investments,
fact that our business system is one
working with others than alone.
September-October, 1967
https://egrove.olemiss.edu/mgmtservices/vol4/iss5/10
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Anyone who has known the exSwieringa
the desire
for leadership
a danAboutcuracy. For example, the base pe
gerous attitude in educators, for
riod for the moving average meth
citement and satisfaction of par
they may well be drying up the
od was varied among 6, 12, 18, 24,
ticipating in a vital growing busi
supply of future leaders. Business
and 36 periods.
ness enterprise will appreciate the
Mr. Kirby was able to use 23
meaning of the following words of
provides an opportunity for the de

velopment of the leadership our
time series of actual sales data
Peter Drucker quoted in the ar
society needs, but the need must
of the Singer Company. Each one
ticle: “. . . the more the organiza
be recognized by those influencing
consisted of 7½ years of monthly
tion grows in seriousness and in
these citizens of tomorrow.
sales data. In addition, in an effort
tegrity, objectives and competence,
Business, with its facility for
to examine time series dominated
the more scope there is for the in
change and progress and the “dou
by various characteristics, 30 syn
dividual to grow and develop as a
ble benefits” that emerge from solu
person. The more the individual in
thetic series were constructed by
tions to business problems, is a so
an organization grows as a person,
the author.
cial force for good unequaled any
the more the organization can ac
The first three years of data were
where in the world. Our business
complish.”
used to determine seasonal and
system’s future success may depend
Modern enterprises do not cramp
trend factors in the 23 actual time
on how well we communicate this
the style of the employee; on the
series. The remaining four years
message to others. The greater the
contrary, they provide the most
were used to test the forecasting
understanding of the social con
fertile ground available for the de
accuracy of the three forecasting
tributions of business the more pro
velopment of his individuality and
methods. The criterion used to
ductive the businessman’s job will
creativity. Change is the life blood
judge forecasting accuracy was the
be. Business needs the help of the
of our business system, and the op
average absolute forecast error.
young accountants and comptrol
portunity to make improving
Several conclusions were reached
lers of tomorrow, and these young
changes pervades every facet of
from analysis of the forecasts based
people need our help and our coun
this dynamic vehicle of economic
on the 23 actual time series. First,
sel today.
progress.
the exponential smoothing and
Max T. Cornwell, CPA
Drawing from the experience of
moving average methods were gen
University of Southern California
Chrysler Motors Corporation, the
erally superior to the least squares
author describes various instances
method. Second, the exponential
of social improvement that resulted
smoothing and moving average
from the establishment of new
methods were about equally ac
plants, both domestic and foreign.
Comparison of Short and
curate for intermediate forecasts
These improvements include such
Medium Range Statistical Fore
(six months). Finally, the exponen
items
the training of skilled
casting Methods by Robert M.
tial smoothing method was slightly
workers, the improvement of liv
Kerby, Management Science, De
better than the moving average
ing conditions, and the schooling
cember, 1966.
method for forecasts of one month.
of the children of workers in Co
By creating series dominated by
lombia. In total, in 1964, foreign
In this article Mr. Kirby analyzes
trend, cyclical, or "caused noise”
investment by business more than
the accuracy of several forecasting
factors, the author was able to
doubled that sent overseas in eco
methods based upon 23 actual time
make some other general state
nomic aid. At the same time many
series and finds that for pure trend
ments about the accuracy of the
firms, including Chrysler, have for
series, all methods could be equally
three methods. For pure trend
years returned more money to the
accurate; for trend-dominated se
series, all of the methods could be
United States each year than they
ries, either exponential smoothing
equally accurate if the proper
sent abroad, thus improving the
or moving average could be better;
parameter values were chosen. For
balance of payments situation.
and for cyclical data, exponential
trend-dominated series, either ex
ponential smoothing or moving av
smoothing is usually the best.
erage was better, depending on the
Danger
The forecasting accuracy of three
choice of parameter values. For
John W. Gardner, Secretary of
frequently used forecasting meth
cyclical data, the exponential
Health, Education and Welfare, is
ods, exponential smoothing, mov
smoothing method was generally
quoted as pointing out that many
ing average, and least squares, was
the most accurate method.
people, especially in our universi
By "caused noise” Mr. Kirby
tested. The methods were tested
ties, hesitate to work toward lead
for forecasts of one period and six
means short, cyclical, and irregular
ership positions. While they vigor
periods with times series having
fluctuations in times series, which
ously uphold the right to advise
various characteristics such as
may be caused by such events as
and to criticize the leader, few want
strong trend or cyclical factors.
advertising campaigns or quality
to be the leader, either in business
Also, the parameters were varied
control problems. In analyzing the
or in government. Abdication of
to test the effect on forecasting ac
synthetic time series dominated by
62
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age method was found to be the
of time required for a project in
programing and other decision
superior method.
volves the use of a project graph
making techniques, decisions are
(flow chart), formulation of an “in
Planners and others interested in
being approached more mathe
cidence matrix” (network), and an
forecasting techniques can benefit
matically. Thus, the approach sug
analytic characterization (mathe
in two ways from examining this
gested by the authors has im
matical formulation). The example
article. First, the article illustrates
portant implications for the ac
considers two variables (processing
an approach that can be used to
counting profession. The full cost
time for each operation and total
evaluate forecasting techniques for
system will no longer be adequate
processing time) and six stipula
time series of all types. Second, the
for management purposes. Histori
tions (required processing opera
article provides some basis for
cal costs, average costs, or normal
tions). A stipulation in relation to
choosing a forecasting method if
costs “. . . are rarely valid for the
a variable forms a constraint upon
.the characteristics of the time
actual situation [decision] en
the decision. The use of linear pro
countered.”
series are known.
gramming can maximize processing
Russell arefield
time for each individual operation
The Ohio State University
Terminology
while minimizing total processing
time.
This scholarly work contains 65
The second illustration is a prob
footnotes and 96 references in the
lem of determining the optimal
Some Network Characterizations
bibliography. The terminology is
amount
of
goods
to
be
purchased
not of a sort with which account
for Mathematical Programming
and the amount of goods to be sold
ants and managers are typically
and Accounting Approaches to
to maximize net profit.
buying
familiar; terms used include inci
Planning and Control, by A.
constraint of warehouse capacity,
dence relations, figure of merit,
Charnes and W. W. Cooper, The
a
selling constraint of sales from
Kirchoff node conservation laws,
Accounting Review, January, 1967.
inventory only, and a liquidity con
stipulations, Duality theory, Boo
straint of a minimum cash balance
lean-relational algebra, and func
The use of network models of
are incorporated into the illustra
tional efficiency. Therefore, this ar
linear programming is discussed.
tion. A node-link network (flow
ticle is not easy to read; it must be
Possible relationships between
chart) is presented to reflect this
studied to reap full benefits. A
mathematic programing and ac
information visually. This network
knowledge of linear programing
counting are indicated. The use of
is expanded to display visually how
and a mathematical orientation are
mathematical approaches to deci
the planning information can be
useful in interpreting the article.
sion making has significant im
incorporated into accounting rec
One who is not familiar with the
plications for the future of ac
ords on a functional basis as a plan
mathematical approach to financial
counting.
ning device for the entire organiza
decision making may find it bene
tion. Probabilities can (and prob
ficial to read Analysis for Financial
A. Charnes is Walter P. Murphy
ably should) be incorporated into
Decisions by William Beranek
professor of applied mathematics
the analysis.
(listed in the authors’ bibliog
at Northwestern University, and
The
planning
of
optimal
size
of
raphy)
before attempting this ar
W. W. Cooper is professor of eco
variables
can
be
facilitated
through
ticle.
Beranek
discusses “mathe
nomics and industrial administra
“
double-entry
accounting.
”
These
matical
”
decision
making in terms
tion at Carnegie Institute of Tech
variables
need
not
be
restricted
to
more familiar to the businessman.
nology. The authors’ backgrounds
dollar amounts; quantity units or
The network characterizations in
indicate the nature of the article,
time could be used. This approach
this article may be useful as a learn
which is principally concerned with
requires that future costs, oppor
ing technique; however, it is diffi
a mathematical approach to deci
tunity costs, optimal variables, and
cult to see how matrices could be
sion making. Two illustrations of
the like be incorporated into the
used in many actual decisions be
mathematical techniques are of
accounting records. If this is done,
cause the variables are too numer
fered in the article. The first deals
accounting
records
will
not
only
ous
to display conveniently in ma
with PERT and Critical Path anal
provide better data for decision
trix form. This does not destroy the
of the “time” required for a
making, i.e., planning, but will also
validity of the authors’ approach
project. The second is a “goodsfunction more efficiently as a con
but merely indicates that mathe
flow-funds-flow model.” An ad
trol device.
matical formulation of decisions
ditional illustration, included in an
may be more significant.
Obviously the suggestions are
addendum, discusses a “transporta
The contribution of the authors
aimed
at
management
accounting
tion type" model using node-node
is
not
much in their network
as opposed to financial accounting,
incidences.
characterizations as in their impli
i.e. reporting to stockholders. Be
The first illustration is a process
cation that accounting for man
cause of the advent of the com
accounting problem similar to pro
September-October, 1967
https://egrove.olemiss.edu/mgmtservices/vol4/iss5/10
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transition matrix is independent of
choosing
among
decision
of About
agement purposes will have to Swieringa
et al.:
What People
Arerules
Writing
the type, “refund if the interest
the starting value.
change dramatically to keep pace
Finally, granting both of the first
rate
falls
to
X
1
per
cent
in
period
with the advances in decision mak
two
assumptions, how do we know
1, X2 per cent in period 2, ... or
ing techniques and the related data
that the transition matrix is con
Xn per cent in period n.” Using this
requirements.
Richard
Strayer, CPA
stant over time? It is entirely pos
approach, the company can deter
University of Southern California
mine the interest rate that should
sible that the matrix itself changes
trigger refunding, taking uncertain
as well as the interest rate and in a
manner not related to the market
ties about the future into account.
Some limitations placed on the
rate as mentioned above. Problems
The Bond Refunding Decision
such as these have led many re
model by two rather restrictive as
as a Markov Process by Harold
sumptions incorporated in it are
searchers to reject simple Markov
Bierman, Management Science,
discussed. The first of these is the
processes in business applications
assumption that one can somehow
despite their intuitive appeal.
August, 1966.
obtain the transition probabilities
Although these problems limit
matrix which forms the basis for
A refinancing decision, Professor
the practical applicability of this
the entire analysis. Professor Bier
Bierman argues, should be made
model, they do not detract from
man argues that a satisfactory mat
the overall significance of the ar
by comparing refunding now with
rix can be developed by appropri
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